We examined the implementation statuses of a total of 5,919 foreign 
Introduction
The "Doi Moi" reform launched in 1986 has made Vietnam a successful example of transitional economies. After the implementation of the reform, the economy of (Kokko and Zejan, 1998) ; 17 per cent of the projects from Singapore from 1988 to 1998 had been implemented (Fujita, 2000) . The remainder of the paper proceeds as follows. Section 2 gives a brief review on FDI and exports in Vietnam. It discusses some major policy issues as well as presents some stylized facts on FDI and exports. Section 3 reviews the major literature on FDI-export nexus and gravity models. Section 4 specifies the gravity model employed in the paper and analyzes the results of the estimations under different specifications.
Finally section 5 summarizes major findings of the paper and policy implications. Asia. In addition, multinational enterprises of Asian countries, especially those from Japan, typically tend to utilize developing countries as their export production bases.
Some Stylized Facts on FDI and Exports in Vietnam
They usually relocate their production capacities into those countries for reducing production costs. With a population of over 83 million people, Vietnam is naturally endowed with a large labor resource, and has a comparative advantage in labor-intensive products; making it appealing to MNEs searching for low production locations.
Another important aspect of the "Doi Moi" reform is to adopt the export- (Table 1 ). In the export processing zones, most of the registered firms are owned partially or wholly by foreign investors. According to a JETRO survey (JETRO, 2006) , almost 50 per cent of Japanese affiliated-manufacturers in Vietnam exported 70
per cent of their products to overseas markets. The growth of those firms also depends mainly on overseas sales rather than the local market. An analysis on Taiwan's FDI, and
Vietnam exports to Taiwan, showed that there exists strong correlation between the two in many manufacturing sectors, such as apparel, textiles, foot wear, and wooden products (Fujita, 2000) .
Literature Review
Occupying local markets is one of the purposes for MNEs to engage on direct green-field investment abroad. Using host countries as an export platform is another motivation. The latter form of FDI-export-oriented, substantially promotes the exports of FDI host countries. Comparative advantages vary across countries. Generally, industrialized countries have comparative advantages in advanced technologies and capitals, while developing countries in labor and natural resource endowments. The differences in comparative advantages among countries play a decisive role in explaining the FDI-trade nexus (Helpman, 1984) . Multinational enterprises have the leverages to relocate their production capacities into countries where they are able to integrate cheap labor and other intermediates inputs of the host countries, with their advanced technology and global market distribution systems. The integration can strengthen their global competitiveness and avoid comparative disadvantages caused by technology maturity and rising labor costs in their home countries. Rising outsourcing activities in the last decade is a typical example of export-oriented FDI. Through production fragmentations, MNEs vertically integrate product designs, production, and marketing across different countries (Feenstra, 1998) .
Most Japanese MNEs in Asian countries fall into such an FDI pattern. Kojima (1978) called it a "Japanese Model" of FDI. Japanese affiliated manufactures in ASEAN-4 (Indonesia, Malaysia, Philippines and Thailand) exported most of their products to the Japanese market and other overseas markets, thus greatly enhancing export capacities of those countries (Xing and Wan, 2006) . As the largest FDI recipient among all developing countries, China has been used as export-platforms for MNEs.
Foreign invested firms accounted for more than 60 per cent of China's exports, and they are the essential driving force behind China's rapid exports expansion (Xing, 2006) .
For testing the FDI-export nexus in the context of Vietnam, we will employ the gravity model in this paper, as it is the most successful empirical trade device (Anderson, 1979) . The fundamental idea of the gravity model is that the bilateral trade between two countries is directly proportional to their gross products and negatively correlated to the distance between them. The theoretical foundation of the gravity equation has been illustrated in the studies of Anderson (1979) and Bergstrand (1985) . Deardoff (1995) showed that the gravity model can be justified from standard trade theories. Bersgtrand (1989) proposed the alternative specification of the augmented gravity equation by using per capital GDP to account for the income lever of trading countries. 
An Augmented Gravity Model for Exports and FDI
According to the gravity model, the export capacity of a country is primarily determined by its GDP, and the export demand is determined by the GDP of importing countries in general. However, if a country has a large stock of export-oriented FDI, its export capacity would be higher than the country which has the same level of GDP but less stock of export-oriented FDI. Further, if the objective of FDI is mainly to serve the market of the FDI source country, FDI will raise exports from host country to FDI source country without an increase in the income of the FDI source country. The products of FDI firms simply substitute the domestically made ones at the FDI source country. Given the unique impact of FDI on exports, it is reasonable to incorporate FDI into the conventional gravity model.
Following the basic structure of the conventional gravity models, we define a gravity model with FDI as: 
The data
The officially published aggregated FDI data by the Ministry of Planning and Vietnamese exports have been generated from those markets. Therefore, joining the WTO should be crucial for Vietnam to further improve its exports.
The coefficient of Vietnamese GDP is 4.28 and significant at one per cent. It implies that a one per cent growth in Vietnam's GDP will give rise to 4.28 per cent of growth in exports. The high elasticity of export to Vietnamese GDP indicates that the structure of the economy tends to be more export oriented. In other words, the government industrial policy-promoting export sectors has been very successful. The income of Vietnam's trading partners affects its exports too. The coefficient of the trading partners' GDP is 0.2 and statistically significant. The low export elasticity to the income of its trading partners reflects the fact that Vietnam mainly exports resource and labor intensive products. It also suggests that the rapid expansion of Vietnamese exports is primarily attributed to the rising export capacity and competitiveness of its products, rather than the income increase in its trading partners. Hence, further improving export capacity should be given high priority for export promotion. The coefficient of the bilateral real exchange rate is 0.09 and significant at one per cent, indicating that the depreciation of the Dong promoted exports.
We use the conventional gravity model without FDI and real exchange rates as a benchmark to evaluating the estimates of the augmented gravity model. The estimates of the benchmark model are also summarized in Table 3 . Comparing the estimates of the two gravity models, we found that both are very consistent for each independent variable. There exists little substantial variations between the estimates of the two models.
Robustness Test
In the conventional gravity model, FDI is not included as a standard independent variable. By adding FDI, the endogenity between GDP and FDI may cause the problem of multicollinearity. To reduce the possible bias induced by the multicollinearity, we variables, such as GDP of partner countries, border, distance, etc., with the previous ones respectively, we found that they share same signs and significance; there exists no substantial variations. Therefore, the conclusion that FDI in Vietnam significantly promoted its exports is robust.
Concluding Remarks
Following the implementation of the "Doi Moi" reform, the Vietnamese economy Moreover, the empirical analysis finds that devaluation of the Dong, incomes of its trading countries, and its own income, are also important determinants of Vietnam's exports. It is noteworthy to mention that the export elasticity to Vietnam's GDP is 4.28, much higher than that to the income of its trading partners, demonstrating that growing export capacity and the competitiveness of Vietnamese products perform a critical role in enhancing its exports. However, we found no evidence demonstrating that being a member of ASEAN promoted its exports to other ASEAN countries.
As officially published FDI data on Vietnam is based on approved projects rather than actually implemented projects, it cannot be used as an accurate measure for FDI activities in the country. Estimating actually disbursed FDI from 23 countries from 1990
to 2004 is another significant contribution to the studies of the Vietnamese economy, a successful example of transitional economies. 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
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